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Dear S i r  o r  Medam: 

We have considerad your a p p l i c a t i o n  f o r  r e o o g n i t i o n  of exemption from 
' Federa l  income t a x  under t h e  p rov ia ions  of s e o t i o p  5 0 1 ( 0 ) ( 3 )  o f  t h e  I n t e r n a l  

Revenue Code of  1954 and i t a  a p p l i o a b l e  Inoome Tax Regula t ions .  

**** ***** a t ion  submit ted  d i a c l o a e s  t h a t  on ********* *  ***9, ******   
* * * * *******   e a t a b l i a h s d  a n  Agraaeent of T r u a t . 7 K g r G m e n t ~  by and between 
h e r s e l f  a s  S e t t l o r  and Trustee .  The Agreement was amended s e v e r a l  time:, w i t h  t h e  

- l a s t  amendment being executed on *****  **  ****. The Agreement p r o v i d e s  t h a t  
upon **** ********  1s * * * * * * * * *  *** ed individuals would become i ts  t r u s t e e s .  
**** ******** d i e d  on ******* **  ****. 

Under A r t i c l e  N, Paragraph B of t h e  Agreement a8 wen*** ** *****  **  ****  
p r o p e r t y  known a s  *** **** **** **** waa oonveyed t o  ********* *********   
********** *****  upon **** * * * * * * *  t e  dea th  t o  <be used as a  r e o e p t i o n  o e n t e r .  
**** is  exempt from Federal  income t a x  under a e c t i o n  501 ( c )  ( 3  of t h e  Code. The 
conveyance was aub jeo t  t o  a  l i f e  e a t a t e  of ********  **********  t o  t h e  c a r e t a k e r  
c o t t a g e  l o c a t e d  on t h e  p roper ty .  You (*******  ** ******** ********** * * * * )  
were c r e a t e d  a s  a  s e p a r a t e  t r u s t  under t h i s  same A r t l c l e  I V l  Paragraph B of  t h e  
Agreement f o r  t h e  purpose of ma in ta in ing  and o p e r a t i n g  t h e  *** **** **** ****  
*******  ***  **  e funded by a bequeat of  $****** . I n  a d d i t i o n  t o  m a i n t a i n i n g  
*** **** **** ****  p r o p e r t y ,  your t r u s t e e s  have been d i r e c t e d  t o  u s e  your f u n d s  
t o  ( a )  pay all u t i l i t y  charge8 i n  r e * * * *  ** * *  * * * *  k e r  c o t t a g e  atid ( b )  t o  
oon t inue  t o  pay a  s a l a r y  o r  wage t o  ********  **********  d u r i n g  t h e  ccn t inuanco  
of t h e  l i f e  e a t a t e  c i t e d  above. 

S e c t i o n  5 0 1 ( 0 ) ( 3 )  of  t h e  Code providea ,  i n  part, f o r  t h e  exemption from 
Federa l  inoome t a x  of  a r g a n i z a t i o n a  organized and opert l ted e x c l u s i v e l y  f o r  
c h a r i t a b l e ,  r e l i g i o u s  o r  e d u c a t i o n a l  purposes,  no p a r t  of  t h e  n e t  e a r n i n g s  of 
whiol. i n u r e s  t o  t h e  b e n e f i t  of any p r i v a t e  s h a r e h o l d e r  or i n d i v i d u a l . .  . 

S e c t i o n  1 . 5 0  c 3 - 1  a  1  of' t h e  Regula t ione s t a t e s  t h a t  i n  o r d e r  t o  
q u a l i f y  under s e c t i o n  5 0 1 ( c )  ( 3 )  of t h e  Code, a n  o r g a n i z a t i o n  must be both  
organized and opera ted  exclusively for  one o r .  more exempt purposes .  If a n  
o r g a n i z a t i o n  f a i l s  t o  meet e i t h e r  t h e  o r g a n i z a t i o n a l  o r  o p e r a t i o n a l  t e s t .  i t  i s  
n o t  exempt. 

S e c t i o n  1.501 ( c )  ( 3  ) - A  ( a )  (2) of t h e  Regu la t ions  s t a t e s  t h a t  t h e  term "exempt 
purpose  o r  purpooesN,  means any purpose o r  purpkaas  s p e c i f i e d  i n  s e o t i o n  
5 0 1 ( c ) ( 3 )  of  t h e  Code. 

I 



* * * * * * *  ** *****  * * * ********** * * * *  

S e c t i o n  O l o 3  b l i  o f  t h e  R e g u l a t i o n s  a t a t e a  t h a t  a n  5 o r g a n i z a t i o n  is o r g a n i z e r  x o l u a i v o l y  f o r  o n e  o r  more exempt purpoaea  o n l y  if 
i ts a r t i c l e s  o f  o r g a n i z a t i o n :  -1 - 

( a )  L i m i t  t h e  p u r p o s e s  of such  o r g a n i z a t i o n  t o  one or more 
exempt p u r p o s e s ;  and 

( b )  Do n o t  e x p r e s s l y  empower t h e  o r g a n i z a t i o n  t o  engage*  
o t h e r w i s e  t h a n  as a n  i n ~ u b a t a n t i a l  p a r t  o f  i ts  a o t i v i t i e a ,  
i n  a c t i v i t i e s  which i n  t hemae lves  are n o t  i n  f u r t h e r a n a e  
o f  one  o r  more exempt pu rposes .  

S e c t i o n  1 . 5 0 1 ( ~ ) ( 3 ) - 1 ( 0 ) ( 1 )  of  t h e  R e g u l a t i o n s  states tha t  a n  o r g a n i z a t i o n  
w i l l  be r e g a r d e d  na o p e r a t e d  e x c l u s i v e l y  f o r  one  o r  more exempt pu rposea  o n l y  
if it  engage8 p r i m a r i l y  i n  a c t i v i t i e a  which accomPi ish  one  o r  mare of  such  
exempt p u r p o s e s  s p e c i f i e d  i n  s e c t i o n  5 0 ? ( 0 ) ( 3 )  o f  t h e  Code. An o r g a n i z a t i o n  
w i l l  n o t  be so tBegarded i f  more t h a n  a n  i n s u b s t a r r t i a i '  p a r t  o f  i ts a c t i v i t i e a  i s  
n o t  i n  f u r t h e r a n c e  of  a n  exempt purpoee .  

S e c t i o n  1.501 c - l d l i  . _ .  . of  t h e  Re@la t ions  .. - .- s t a t e s  t h a t  a n  
o r g a n i z a t i o n  i s  n o t  o p e r a t e d  e x c l u s i v e l y  f o r  one  or  m o r e e x e m p t  pu rpoaes  u n l e s a  
i t  s e r v e s  a  p u b l l c  r a t h e r  t h a n  a  p r i v a t e  i n t e r e s t ,  I t  must n o t  be o p e r a t e d  f o r  
t h e  b e n e f i t  o f  d e s i g n a t e d  i n d i v i d u a l s  o r  t h e  pe r sona  'who c r e a t e d  i t .  

I n  t h e  c a s e  of  C a r r i e  A .  Maxwell T r u s t ,  Pasadeda Me thod i s t  Founda t ion  v. 
C o m m i s ~ i o n e r ,  2  TCM 905 (19431,  i t  was h e l d  t h a t  a t r u s t  s e t  up f o r  t h e  b e n e f i t  
o f  a n  aged c le rgyman and h i a  wife was n o t  a n  exempt o r g a n i z a t i o n .  D e s p i t e  t h e  
f a c t  t h a t  t h e  e l d e r l y  gent leman was i n  f i n a n c i a l  need,  t h i s  was a  p r i v a t e  
t r u s t ,  n o t  o c h a r i t a b l e  t r u s t .  

Rev. Rul.  69-256, 1969-1 C.B. 151 states t h a t  a t e s t a m e n t a r y  t r u s t  
e s t a b l i s h e d  t o  make annua l  payments t o  exempt c h a r i t a b l e  o r g a n i z a t i o n s  and t o  
u se  a f i x e d  sum from a n n u a l  inoome f o r  t h e  p e r p e t u a l  c a r e  of  t h e  t e s t a t o r ' s  
b u r i a l  l o t  i u  n o t  o r g a n i z e d  f o r  c h a r i t a b l e  pu rposes .  

I n  t h e  c a s e  o f  B e t t e r  B u s i n e s s  Bureau of  Washington,  - D . C .  v. U.S2 326 
U.S. 279 (1945)  C t .  D 1650, C.B. 1945, 3758 i t  was h e l d  t h a t  t h e  p reoence  o f  a 
s i n g l e  non -cha r4 t ab l e  pu rpose ,  i f  s u b s t a n t i a l  i n  n a t u r e  w i l l  p r e c l u d e  exempt ion  
unde r  s e c t i o n  5 0 1 ( c ) ( 3 )  r e g a r d l e s s  o f  t h e  number '  o r  i m p o r t a n c e  o f  t r u l y  
c h a r i t a b l e  pu rposes  o r  a c t i v i t i e s .  

Rased o n  t h e  a v a i l a b l e  informat . ion ,  i t  l a  o u r  o p i n i o n  t h a t  you do n o t  
q u a l i f y  f o r  exempt ion  from F e d e r a l  i noo r , s  ta.: unde r  t h e  p r o v i s i o n a  o f  s e c t i o n  
5 0 1 ( c ) ( 3 )  o f  t h e  Code bccauae you a r e  r o t  o r g a n i z e d  and o p e r a t e d  e x c l u e l v e l y  
f o r  one  or more exempt p u r p o s e s  s p e c i f i e d  i n  s e c t i o n  501 ( 0 )  ( 3  o f  t h e  Code. 
T h i s  o o n c l u s i o n  is based on  t h e  f a o t  t h a t  your  f u n d s w h i c h  are used  t o  pay t h e  
u t i l i t i e s  w i t h  r e s p e c t  t o  t h e  c a r e t a k e r  c o t t a g e  and ~ a l a r y  t o  ********  
**********  d u r i n g  t h e  t e n u r e  o f  h i 8  l i f e  e s t a t e  s e r v e  a p r i v a t e  i n t e r e s t  
r a t h e r  t h a n  a p u b l i c  c h a n i t a b l e  i n t e r e s t  and t h a t  t h i e  l a  a s u b s t a n t i a l  p a r t  o f  
you r  a c t i v i t i e s .  



*******  ** * * * * * * * ********** ****  

Consideration was g iv  n t o  whether you qua l i fy  f o r  exemption under o the r  
subsect ions of sec t ion  5W ?a ) of the Code and we have concluded t h a t  you do 
not. However, it  is our opinion tha t  you are a sp l i t - i n t e reo t  t r u a t  desc-3 - 
i n  s ec t ion  4 9 4 7 ( a ) ( 2 )  of the Code. 

As you have not established exemption from Federal income t ~ x  under 

I '  
sec t ion  501 ( c )  ( 3 )  of the Code, you a r e  required t o  f i l e  Federal income t a x  
r e t u r n s  annually on Form 1041 You a r e  also required t o  f i le  information 
r e t u r n s  on Form 5227. 

Contributions t o  you a r e  not dedu3tible by donors under sec t ion  170(c)  of 
the Code. 

I f  you a r e  i n  a g r e a e n t  w i t h  our proposed denia l ,  please s ign  and r e tu rn  
one copy of the enclosed  for^! 6018, Conbent t o  Proposed Adverse Aotion. 

You have the r igh t  t o  pro tas t  t h i a  proposed determination i f  you bel ieve 
t h a t  i t  is  incorrec t .  To p ro te s t ,  you should s u h i t  a  wr i t t en  appeal giving 
the f a c t s ,  law and o ther  information t o  oupport your pos i t ion  as explained i n  
the enclosed Publication 892 (Rev. 7-83), "Exempt Organizations Appeal 
Prooedures f o r  Unagreef f b u e a n .  -The appeal must Ub-submitted within 30 days 

- from the da te  of t h i s  l e t t e r  and must be signed by one of your pr inc ipa l  
o f f i c e r s .  You must request a  hearing with a  member of the o f f i c e  of t h e  

I R~giona l  Director  of Appeals whorl you f i l e  your appeal. I f  a hearing 13 
r c q ~ o s t ~ e d ,  you w i l l  be contacted t o  arrange a  da te  f o r  i t .  The hearing may be 
held a t  the Regional Office,  o r ,  i f  you request ,  p t  any eu tua l ly  ccnvenient 
D i s t r i c t  Office. I f  you a r e  t o  be teepresented by someone who is not one of 
your pr incipal  o f f i c e r s ,  he must f l l e  e proper power of a t torney  and otherwise 
qiialify under our Conference and Pract ice Requirements as s e t  f o r t h  i n  Sect ion 
601.502 of t h ~  Statement of P r o c e d ~ r a l  Rul ea. See Treasury i)epftrtment Ci rcular  
No. 330. 

I f  you do not proteat  t h i s  prupo.sed determination i n  a timely manner, i t  
w i l l  be considered by the Inter *la1 Revenue Service a s  a  f a i l u r e  t o  exhaust 
ava i l ab le  adrninistrativo remedies. Sect ion 7428( b )  ( 2 )  of the  In t e rna l  Revenue 
Code provides i n  part  t h a t :  

A declaratory judgment or  decree under t h i s  s ec t ion  a h a l l  not 
be issued i n  any proceeding unless  the Tax Court, the  Claims 
Court, o r  the d ia t r* ic t  court of t he  United S ta t ea  f o r  the  
D i s t r i c t  of Columbia aetermined t h a t  the o r g a n i z ~ t i o n  
involved has exhauntsd administrat ive remedies ava i l ab le  t o  i t  
w i t h i n  the In t s rna l  Revenue Servioe. 



******** *** ********* **** * * * ****   
4 ** 

If we do not hear from you wi th in  t h e  time apeof f l ed ,  t h i s  w i l l  bea- - 
f l n a l  determination.  In  that  event ,  appropriate S t a t e  o f f i c i a l 8  w i l l  be 
n o t i f i e d  of  t h i s  a c t i o n  i n  aoaordance with the  proviaiona of s a o t i o n  6104(0) of 
t h e  Code. 

Sinoeral  y yours B 

****** *  ***** 
D i a t r i o t  Director  

Encloauree : 2 


